T
hroughout its existence, the policy of bilateral and multilateral cooperation in development has been oriented towards bringing the transfers of financial resources from the industrial countries to the Third World nations up to a high level. These efforts have again been clearly in evidence in the recent past. The main reasons for this are:
[] the difficulties many developing countries face in raising themselves the capital needed to finance the growth process, whether as a result of inadequacies in their own economic policies or of protectionist measures taken by other nations which impede or prevent their making successful use of international markets;
[] the still modest pace of growth in the world economy even now that the recession of the early 1980s has been overcome, meaning in particular that there has been no general revitalisation of demand in the raw materials sector which is especially important to the developing countries;
[] the tendencies prevailing in many donor countries to at least slow down the increase in official aid, if not to reduce official net payments in the course of the third development decade;
[] the obvious reluctance of the private sector to provide further credit to Third World countries which in a proportion of cases are already highly in debt.
Increased Direct Investment as a Solution
Proponents of economic cooperation generally recommend two mutually complementary paths in such a situation. Firstly, they advocate that scarce funds for * HWWA-Institut f0r Wirtschaftsforschung-Hamburg. 46 development aid be more efficiently spent, and secondly that available sources of finance be tapped to a greater extent. For want of any alternatives, direct investment by private enterprise is the focus of interest from industrial countries, developing countries and multilateral organisations alike.
Following a phase in which direct investment as a phenomenon and the behaviour of foreign investors in developing countries were heavily criticised -this applies particularly to the late 1960s and early 1970s-a more pragmatic view of private economic cooperation of this nature now appears to be reasserting itself. Evidently, developing countries' governments are now more strongly aware of the means at their disposal to ensure foreign investment fits into their own economy and monitor it. Companies from industrial countriesverbally, at least -are signalling a greater readiness than ever before to integrate their activities into the prevailing conditions and regulations in the host country.
Direct investment, for Third World countries more than any others, has a significance ranging beyond the transfer of capital involved. A factor considered to be at least as important comprises the opportunities for transferring technological and management know-how. The hope, therefore, is that this combination will not only bring short-term relief to the balance of payments, but will also improve the chances of saving hitherto vital imports and/or bringing a lasting increase in export earnings over the longer term.
From the donors' point of view direct investment has an important part to play in improving the efficiency of cooperation. This is because, as a rule, it is prerequisite upon a market-based economic order, and this implies an overall economic environment and regulatory INTERECONOMICS, January/February 1986 REPORT mechanisms which, according to recent empirical investigations, carry the promise of greater success in achieving growth.
Actual Development Unfavourable
It must be said that there is a stark contrast between the positive attitude voiced towards direct investment and the amount which is actually carried out in theThird World. The developing countries' share of the direct investment made by companies from the industrial nations is less than 30 %. At the same time, there is a clearly declining trend among the world's leading investor countries. Although the USA was able to slightly raise its share of developing country investment (out of its total direct investment abroad) from 21.8 % to 23.1% between 1977 and 1984, the United Kingdom's and West Germany's shares fell from around 20 % to 18.6 %1 and 16.7 %2 respectively. Also, the share of Japan's direct investment going to developing countries -well above average at the still high level of 53.3 % in 1984, and of an order of magnitude which has always improved the picture for Third World investment -has been falling since 1980.
To add to this, all the large industrial nations concentrate their investment on a small number of developing countries -usually NICs -largely excluding the overwhelming majority of the remaining countries from this transfer of resources. This particularly applies to those categorised by the World Bank as least developed countries, and to most of those in its lower middle-income category. The USA, for example, has been placing almost two-thirds of its investment in Central and South America; 60 % of the investment made by West Germany in developing countries went to the four countries of Brazil, Mexico, Argentina and Nigeria.
Causes of the Decline
All manner of investigations have been made and opinions been voiced on the reasons why developments have been so unsatisfactory for those countries which have an interest in seeing that more growth-creating investment is made. However, all agree with one another that investment capital flows to wherever there are safe investment opportunities with the promise of being comparatively profitable. There are a great number of additional considerations which come into play in any investment decision. Nevertheless all of these can be traced back in some way to the goals of 1 UK figures for 1981, including petroleum, banking and insurance.
2 West German figuresfor 1983.
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Assessing the degree of security -and hence also of risk -is always a subjective process. However the presence of risks does mean that premiums are calculated which take up a proportion of the profits it is believed can be achieved. The more uncertain the situation is felt to be in a particular country, the greater the profit opportunities it therefore needs to offer if it is to attract any foreign investment.
Risk Reduction through National Insurance Agencies
To mitigate the risks involved in foreign investment, most industrial countries from 1948 onwards established quasi-governmental institutions offering insurance. The main underlying considerations were:
[] firstly, the aim of improving the international division of labour by way of increased foreign investment and thus securing benefits for the home economy; there were also individual cases where development policy considerations played a part;
[] secondly, the state felt it was its responsibility to see that domestic and foreign investments were treated equally in certain ways. With this in mind risks which only arose through conducting business abroad were intended to be protected by a state guarantee.
These additional risks, so the widely agreed view runs, are linked to events occurring outside the commercial field, the latter remaining a matter for the entrepreneur himself. The most important group of risks is subsumed under the term "political risks". The purpose of a guarantee in this context is to indemnify the investor against damages occurring in the wake of war, armed conflicts, revolutions, etc., or resulting from nationalisation, the blockage of payments, moratoria or restrictions on the transfer of funds or their convertibility. In certain cases cover may also be provided for risks associated with natural disasters in the country chosen for the investment.
As they are conceived in theory, guarantee systems are intended to bring a worldwide improvement in the allocation of capital by means of a reduction of the investor's risks. By entering into agreements protecting legal rights host countries can give clear signals to would-be investors that they would face a favourable climate. The existence of such provisions is an important aspect of guarantee systems designed not only to encourage the national export of capital but also to bring a lasting intensification in world economic
